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DEPARTMENT OF DEFENSE PROPOSALS
RELATING TO MILITARY COMPENSATION

TUESDAY, MAY 6, 2014

U.S. SENATE,
COMMITTEE ON ARMED SERVICES,
Washington, DC.

The committee met, pursuant to notice, at 9:35 a.m. in room SH-
216, Hart Senate Office Building, Senator Carl Levin (chairman)
presiding.

Committee members present: Senators Levin, Reed, Nelson,
Hagan, Manchin, Shaheen, Gillibrand, Blumenthal, Donnelly,
I(;Iir(ilno, Kaine, King, Inhofe, McCain, Sessions, Ayotte, Fischer, and

raham.

OPENING STATEMENT OF SENATOR CARL LEVIN, CHAIRMAN

Chairman LEVIN. Good morning, everybody.

The committee meets this morning to review Department of De-
fense (DOD) proposals relative to the growth of personnel costs. We
welcome the Joint Chiefs of Staff to testify on these proposals, to
explain why they support them, what their impact is on the force,
and their impact on other areas of the defense budget.

Our witnesses on the first panel are General Martin E. Dempsey,
USA, Chairman of the Joint Chiefs of Staff; Admiral James A.
Winnefeld, Jr., USN, Vice Chairman of the Joint Chiefs of Staff;
General Raymond T. Odierno, USA, Chief of Staff of the Army; Ad-
miral Jonathan W. Greenert, USN, Chief of Naval Operations;
General Mark A. Welsh III, USAF, Chief of Staff of the Air Force;
General James F. Amos, USMC, Commandant of the Marine Corps;
and General Frank J. Grass, ARNG, Chief of the National Guard
Bureau.

We will have a second panel consisting of non-government wit-
nesses which I will introduce later.

It is not often that all the members of the Joint Chiefs of Staff
testify before us at a single hearing. It is not often that we have
the opportunity to thank them as one group for the contributions
that they and those that they lead make to the well-being of our
Nation. Thank you, gentlemen. Thank you for the service of you
and yours.

The distinguished nature of this panel reflects the importance of
the questions before our committee this year. When we mark up
the National Defense Authorization Act (NDAA) for Fiscal Year
2015 later this month, the decisions that we make on compensa-
tion, force structure, end strength, readiness, and modernization
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will have a far-reaching impact on the men and women of our
Armed Forces and on the future of our military and our country.

The DOD 2015 budget request comes at a time of tremendous
challenge and great uncertainty for the Nation and for the military.
DOD faces a highly constrained fiscal environment in 2015. The
$496 billion top line for DOD remains the same from the funding
levels in fiscal years 2013 and 2014 and remains more than $30
billion below the funding provided to DOD in fiscal years 2010,
2011, and 2012. Sequestration has already taken its toll on train-
ing, readiness, and modernization, and sequestration threatens to
return full blast next fiscal year unless, hopefully, we act to miti-
gate its impact before then.

These fiscal constraints have led DOD to propose a number of
painful measures to reduce future expenditures. The budget before
us proposes significantly lower end strengths for the ground forces
through 2019, including a reduction of 50,000 more than had been
previously planned in Active Duty Army end strength with smaller
percentage reductions in the Guard and Reserve, as well as a re-
duction of over 16,000 in Active Duty Air Force end strength this
year alone. The budget calls for retiring the Air Force’s A-10 and
U-2 aircraft, inactivating half of the Navy’s cruiser fleet, reducing
the size of the Army’s helicopter fleet by 25 percent, and termi-
nating the Ground Combat Vehicle program. Those are among
other cuts.

If the budget caps in law remain in effect in fiscal year 2016 and
beyond, DOD has informed us that, among other cuts, it would re-
quest further reductions in end strength, the retirement of the en-
tire KC-10 tanker fleet and the Global Hawk block-40 fleet, re-
duced purchases of Joint Strike Fighters and unmanned aerial ve-
hicles, the inactivation of additional ships, and the elimination of
an aircraft carrier and a carrier air wing.

The legislative proposals that we are considering this year in-
clude a number of measures relative to military pay and benefits,
and that is what we will be discussing here this morning. These
include setting a pay raise for servicemembers below the rate of in-
flation, freezing pay for general and flag officers, limiting increases
in the housing allowance below the rate of inflation, reducing the
subsidy to commissaries, and making changes to TRICARE that
would result in increased fees and cost-shares for most non-Active
Duty beneficiaries. In all, these pay and benefit proposals would re-
sult in savings to DOD of over $2 billion in fiscal year 2015 and
more than $31 billion over the Future Years Defense Program
(FYDP).

General Dempsey and his senior enlisted advisor, Sergeant Major
Bryan Battaglia, recently wrote to this committee that “these dif-
ficult choices will reap large savings over time to address the grow-
ing imbalance in our accounts, allow us to invest in combat readi-
ness and force modernization, and still enable us to recruit and re-
tain America’s best.” The letter went on to say that “delaying ad-
justments to military compensation will cause additional, dis-
proportionate cuts to force structure, readiness, and moderniza-
tion.”

We surely must do all that we can to minimize the adverse effect
of the personnel proposals. But as long as the statutory budget
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caps remain in place, we do not have the option of simply rejecting
the compensation proposals. Under the statutory budget caps, we
would then have to make alternative cuts.

I look forward to, as we all do, the testimony of our witnesses.
Again, we thank you all and those with whom you serve for your
great service to our country.

Senator Inhofe.

STATEMENT OF SENATOR JAMES M. INHOFE

Senator INHOFE. Thank you, Mr. Chairman.

Over the last decade, our Nation has depended upon the coura-
geous service and sacrifice of our military members and their fami-
lies for its security. In return, we have steadily increased their pay
and benefits, and rightly so. We should be proud of this. It is ex-
actély what we should do for those who risk their lives to keep us
safe.

However, misguided fiscal priorities of the Obama administration
and the runaway entitlement spending have forced massive cuts to
national security spending such as we have never seen before.
These cuts have driven our military into a readiness crisis. Squad-
rons have been grounded. Ships have been tied to piers. Training
rotations for ground forces have been cancelled while much needed
modernization programs have been delayed or cancelled. We all
know this.

Retired Navy Admiral John Harvey recently said that we are
sending the wrong signal to the force that is serving today, the one
that fought two wars in the last decade, and the force we are de-
pendent upon to re-enlist tomorrow. We are telling them they just
cost us too much, that they constitute a ticking time bomb, and
that their sacrifice is eating us alive. We are telling them that we
are looking for a way out of fulfilling our commitments to them.
This is not the right signal to send those who volunteered to serve
in a time of war.

I think the chairman did a good job of listing the systems that
we have that we are no longer going to be able to keep. The effects
of these cuts are undermining the military’s ability to protect the
Nation. Our military leaders have painted a stark and troubling
picture of this reality. Because of misguided fiscal priorities, we are
now being forced to make false choices between paying our troops
and their families what they deserve and giving them the training
and capabilities required to accomplish their mission and return
home safely to their loved ones. This is an irresponsible and reck-
less choice. If we spent what I think is necessary on national secu-
rity, we would not be in the mess that we are in today.

I am looking forward to hearing from our witnesses.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you very much, Senator Inhofe.

General Dempsey, welcome.

STATEMENT OF GEN MARTIN E. DEMPSEY, USA, CHAIRMAN OF

THE JOINT CHIEFS OF STAFF

General DEMPSEY. Mr. Chairman, thank you, and Ranking Mem-
ber Inhofe, and other distinguished members of the panel.
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You are right, Mr. Chairman, we do not often appear as a group
before you and, in particular, with our senior enlisted leaders right
behind us. What I would like to do at the beginning here is since
it is unlikely we will see you as a group in your role as chairman
between now and the end of the year—at least I hope not—we
would like to thank you very much for your steadfast and pas-
sionate support of America’s Armed Forces, the men and women
who serve and their families. Thank you.

Chairman LEVIN. Thank you very much, General.

General DEMPSEY. I want to thank you all for the opportunity to
discuss military pay and compensation, but as you mentioned, this
is only one part of a much broader effort to bundle reforms in order
to keep ourselves in balance. This particular issue, pay, compensa-
tion, and health care, is an important and deeply personal issue for
our servicemembers and their families.

As T have testified in the past, we are working to make sure that
the joint force is in the right balance to preserve military options
for the Nation in the face of a changing security environment and
a declining budget. We have been tasked to reduce the defense
budget by up to $1 trillion over 10 years while upholding our sa-
cred obligation to properly train, equip, and prepare the force. This
requires carefully allocating our resources across the accounts, re-
storing the readiness we have already lost, and continuing to make
responsible investments in our Nation’s defense.

As I have testified before, this requires certainty. It requires time
and it requires flexibility. While we have a degree of certainty in
our budget for the next 2 years—really for this year—we still do
not have a predictable funding stream nor the flexibility and time
we need to reset the force for the challenges ahead. We cannot do
this alone. Our recommendations have lacked congressional sup-
port, notably our request to reduce base infrastructure and retire
weapon systems that we no longer need and cannot afford.

In the meantime, we are continuing to hemorrhage readiness and
cutting further into modernization. Risk to the performance of our
mission and risk to those who serve continues to grow.

As one part of a broader institutional reform, the Joint Chiefs,
our senior enlisted leaders, and select mid-grade level leaders have
examined pay and compensation options for more than a year. We
support the three DOD-wide principles guiding our proposals to re-
balance military compensation.

First, we are not advocating direct cuts to troops’ pay. Rather,
this package slows the growth of basic pay and housing allowances
while reducing commissary subsidies and modernizing our health
care system.

Second, we will ensure that our compensation package allows us
to continue to attract and retain the quality people we need. If we
step off on this path—and we will watch the way the force reacts,
and if it reacts, we will be back to you with recommendations on
how to adjust, but we have to take that step.

Third, the savings will be reinvested into readiness and into
modernization.

In all cases, we will continue to prioritize our efforts that focus
on wounded warriors and on the mental health challenges facing
our force.
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We have not requested any changes to military retirement. We
are awaiting recommendations from the Military Compensation
and Retirement Modernization Commission (MCRMC) expected in
February 2015. But to be clear and to restate it, we do support
grandfathering any future changes to the retirement program.

We are seeking $31 billion of savings in pay, compensation, and
health care over the FYDP. If we do not get it, we will have to take
$31 billion out of readiness, modernization, and force structure over
that same period. Delaying the decision until next year will likely
cause a 2-year delay in implementation, which would force us to re-
store approximately $18 billion in lost savings.

In short, we have submitted a balanced package that meets
budgetary limits, enables us to fulfill the current defense strategy,
and allows us to recruit and retain the exceptional talent that we
need. Our people are our greatest strength, and they do deserve
the best support we can provide.

As leaders, we must also exercise proper stewardship over the re-
sources entrusted to DOD. We have enough information to make
these changes now. We remain committed to partnering with Con-
gress to make these and other difficult choices facing us.

Thank you.

[The joint prepared statement of General Dempsey, Admiral
Winnefeld, General Odierno, Admiral Greenert, General Welsh,
General Amos, and General Grass follows:]

PREPARED STATEMENT BY THE JOINT CHIEFS OF STAFF

Chairman Levin, Ranking Member Inhofe, and distinguished members of the com-
mittee, thank you for your invitation to address the critical issue of pay and com-
pensation. As the Joint Chiefs testified in March and April 2014, we must rebalance
the Joint Force to preserve military power and maximize options for the Nation in
the face of an uncertain security environment and a declining budget. Achieving the
right balance is a significant challenge, but it remains a strategic imperative for the
Department of Defense (DOD) and our Nation.

It requires that we carefully allocate our resources across readiness, moderniza-
tion and force structure accounts, and that we sufficiently compensate the Joint
Force—while seeking to restore the readiness and modernization we have already
lost. Above all, we must fulfill our sacred obligation to properly train, equip, and
prepare the Joint Force to fight and win. We cannot do this alone.

The Department needs congressional support to achieve institutional reform on all
fronts. We cannot continue to expend scarce resources on unneeded and
unsustainable weapons systems and infrastructure. These reforms have often lacked
congressional support, notably our requests to reduce infrastructure and weapon
systems.

We have examined pay and compensation options within our budget for more than
a year. This process included our most senior officer and enlisted leaders and select
mid-grade servicemembers—leaders who fully recognize that it is our people who
make us the most capable military in the world. Our men and women will always
be our greatest strength, and they deserve the best possible support we can provide.
However, as leaders, we all must exercise good stewardship over the resources en-
trusted to the Department, including competitive pay and compensation consistent
with a ready and modern force.

In our deliberations, we collectively assessed how a wide range of compensation
proposals would affect our troops at every rank, and over the course of their service.
We concluded that we can no longer put off rebalancing our military compensation.
Failure to approve this compensation package will require us to take $31 billion in
savings over the Future Years Defense Program (FYDP) out of readiness, mod-
ernization, and force structure.

The Joint Chiefs and our senior enlisted leaders support the three DOD-wide
principles guiding these proposals. First, we are not advocating direct cuts to troops’
pay. Rather, this package slows the growth of basic pay and housing allowances in
addition to reducing commissary subsidies, and simplifies and modernizes our
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health care system. Second, we will ensure that our compensation package allows

us to continue to attract and retain the quality people we need. Third, the savings

will be reinvested into warfighter readiness and force modernization. In all cases,

Ke 1w}illl continue to prioritize efforts that focus on wounded warriors and mental
ealth.

Our proposals reflect well-informed choices that will reap significant savings over
time. They were reviewed by the administration, have the full support of the Sec-
retary of Defense, and are submitted as part of the President’s budget for fiscal year
2015. Implementing this compensation package now will help us remain the world’s
best-trained, best-led, and best-equipped military.

PROPOSED PAY AND COMPENSATION PROPOSALS

In the late 1990s and through the post-September 11 period, with the help of Con-
gress, we substantially increased the glideslope of compensation growth. We are now
requesting more modest pay increases in fiscal year 2015 to slow the growth rate
of basic pay beyond 2015. Flag and general officer basic pay will be frozen for at
least 1 year. We are also requesting that we slow the growth of tax-free housing
allowances, reduce the direct subsidy to commissaries, and modernize our TRICARE
health insurance program by creating a single plan that promotes wellness and en-
courages members to use the most affordable means of care. Slowing the rate of
growth of these programs will obviously affect buying power over time, but they do
not directly cut pay. As noted above, we have the predictive tools and can both as-
sess and illustrate the effect by rank and over time.

We have not requested changes to military retirement benefits. We are awaiting
the results of the Military Compensation and Retirement Modernization Commis-
sion (MCRMC) before considering reforms in that area. But, we want to reiterate
our ardent support of the principle of grandfathering for any future changes to mili-
tary retirement plans.

Congress has taken some important steps in recent years to control the growth
in compensation spending, but we must do more. A holistic and comprehensive ap-
proach is required. Continuous piecemeal changes will only exacerbate uncertainty
and doubt among our servicemembers about whether important benefits will be
there in the future.

The following proposals represent a carefully informed package that enables each
of the Military Services to invest more in critically-important readiness and mod-
ernization while maintaining a well-trained, ready, agile, motivated, and techno-
logically-superior force. These savings will still allow us to offer competitive and sus-
tainable benefits to ensure we recruit and retain the right talent across our ranks.
We also preserve special pay and incentive authorities which the Services can use
as levers to ensure they recruit and retain the specialties they need.

Basic Pay

For fiscal year 2015, we have requested a 1 percent raise in basic pay for military
personnel, except general and flag officers whose pay will be frozen for 1 year. Basic
pay raises in future years will be similarly restrained, though modest increases will
continue.

Basic Allowance for Housing

We request gradually slowing the growth rate of the tax-free basic allowance for
housing until Basic Allowance for Housing (BAH) ultimately covers approximately
95 percent of the average servicemember’s housing expenses. We also seek to elimi-
nate renter’s insurance costs from the allowance. This will result in an average 6
percent increase in out-of-pocket cost from today, but far less than the 18 percent
out-of-pocket cost in the 1990s. Such changes will be phased in over several years
to allow members to plan accordingly.

Additionally, the rate protection feature already in place for BAH will remain. A
servicemember’s BAH will not be reduced so long as that member retains eligibility
for BAH at the same location and does not change dependency status or lose rank.
Servicemembers in the same pay grade but living in different areas would have
their BAH rates adjusted proportionally to ensure members retain the same pur-
chasing power regardless of the cost of housing in their respective areas. Adjusted
rates will remain publicly available to allow members to make informed decisions
about housing. Just like today, depending on servicemembers’ actual housing
choices, they may or may not have to pay out-of-pocket costs.

Commissaries

The DOD today operates 245 grocery stores worldwide and spends about $1.4 bil-
lion per year to provide subsidized groceries “at cost” plus a 5 percent surcharge.
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The subsidy pays for employee and overhead costs including transportation. The
budget proposal would begin phasing out much of the subsidy over 3 fiscal years,
beginning with $200 million less in fiscal year 2015 and totaling $1 billion by fiscal
year 2017. This phased approach will ultimately provide the Defense Commissary
Agency with approximately $400 million per year to continue to pay overhead costs
of operating about 25 remote locations in the United States and 67 overseas loca-
tions.

We recognize the value of commissaries to our servicemembers, military families,
and retirees, and our plan does not direct the closure of any location. Once fully im-
plemented, commissary shoppers will receive an average 10 percent discount com-
pared to most private sector grocery stores—and the level of savings may increase
through internal operating efficiencies. Overall, commissaries will continue to be a
valuable benefit to our people, particularly to those serving abroad.

Healthcare

The costs to the taxpayer for military healthcare have risen from $19 billion in
2001 to $48 billion in 2013. Increases have been caused both by growth in private-
sector healthcare costs and by the creation of a new healthcare program for military
retirees 65 and older, TRICARE for Life. We propose simplifying and modernizing
our TRICARE health insurance program, as the fundamental structure has not been
revised since its inception in the mid-1990s. We would consolidate Prime, Extra, and
Standard into a single plan that encourages routine wellness visits and use of the
most affordable means of care such as Military Treatment Facilities (MTF), pre-
ferred providers, and generic prescriptions.

Servicemembers on active duty would have no out-of-pocket expenses regardless
of the point-of-care delivery (MTFs, network, or out-of-network) and will have the
highest priority for MTF care. Without question, we will continue to fully fund and
support our wounded, ill, and injured warrior programs. To protect the most vulner-
able, the proposal treats survivors of members who die on active duty and those who
are medically retired and their family members as active duty family members for
purposes of enrollment fees, co-pays, deductibles, and the annual catastrophic cap.
Likewise, family members residing with active duty servicemembers in areas remote
from MTF's will continue to be treated as “in network” families even if there are
no network care providers in the remote location.

In addition to moving to the new TRICARE Single Plan, we have resubmitted our
fiscal year 2014 proposal which seeks modest annual enrollment fees for TRICARE
for Life coverage and further adjusts the pharmacy co-pay structure for retirees and
active duty families. These pharmacy changes provide incentives to use mail order
and generic drugs. For pharmacies, the increased co-pays will be phased in over 10
years, while enrollment fees for TFL recipients will only apply to those who turn
65 after enactment.

The cumulative effect of the proposed TRICARE fee increases still ensures bene-
ficiary out-of-pocket costs remain far below costs to military beneficiaries in the mid-
1990s, and remain far better than virtually every comparable employer in the
United States today. By fiscal year 2019, a retiree family of three utilizing civilian
care providers will pay about 11 percent of total health care costs—well below the
original 27 percent of the mid-1990s. Overall, the TRICARE benefit will remain one
of the most comprehensive benefits in the country, as it should.

COSTS OF DELAY OR INACTION

Current and future funding levels require adjustments to pay and compensation
now to avoid further degradation of readiness and modernization. We are working
with and waiting for the MCRMC recommendations with regard to retirement,
where we believe special study is required. However, based on multiple internal and
external analyses as well as our review of Quadrennial Review of Military Com-
pensation (QRMC) efforts since the late 1990s, we possess the needed information
and senior leader consensus to make proposals now on other aspects of compensa-
tion.

If Congress delays these pay and compensation changes by 1 year, we would for-
feit $10 billion in savings over the FYDP. Moreover, waiting for the Commission
would likely cause a 2-year delay in implementation, and we will be forced to re-
store approximately $18 billion in lost savings over the FYDP. Conversely, if we
make these modest changes now, we will see annual savings of nearly $12 billion
by the mid-2020s. If Congress rejects all of the proposals, we will not only have to
find $2.1 billion in 2015, but we will also have to find $31 billion over the FYDP
to pay for the shortfall. In the near-term, we will be forced to take these funds out
of readiness. In the mid-term, it will diminish our ability to rebalance during the
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FYDP. Beyond the FYDP, we will see substantial impacts to modernization and our
ability to field the Joint Force we need in the future.

It is also worth noting that today’s readiness problem will be tomorrow’s retention
problem. Young men and women who join the U.S. military to lead a tank crew,
fly an F-16, or serve on a submarine will soon lose interest in joining or staying
in the military if they lack training or proper equipment to complete their mission.

Again, we have enough information to request these nominal pay and compensa-
tion changes now. We are not infringing on the Commission’s charter. In fact, imple-
menting these proposals this year will allow the MCRMC to account for them in
their recommendations in February 2015. We look forward to working with Con-
gress and the Commission when the MCRMC recommendations are released.

We know that this budget features difficult choices. They were difficult for us. Un-
derstandably, they are difficult for Congress. But we have created a balanced pack-
age of changes that meets budgetary limits and enables us to fulfill the current de-
fense strategy, albeit with increased risk in some areas.

PART OF BROADER INSTITUTIONAL REFORM

Our pay and compensation proposals are only a part of a wider effort to achieve
balance across the Joint Force. Before recommending these changes, we first focused
on implementing management reforms and reducing overhead and operating costs.
This has included eliminating duplication, reducing management headquarters, and
pursuing efficiencies from contracting and weapons systems to infrastructure.

We were successful in identifying approximately $94 billion in efficiencies across
the FYDP. This included a 20 percent cut in headquarters’ budgets, reduction in
contractor funding, civilian manpower restructuring, healthcare cost reductions (sep-
arate from those affecting beneficiaries), terminating or deferring weapons programs
and military construction projects, a base realignment and closure round for 2017,
continued acquisition reform, and auditable financial statements. These efforts are
in addition to continuing to implement the $245 billion in efficiencies we have sub-
mitted over the last three budget cycles.

Reducing overhead continues to be important, but such savings will not by them-
selves permit us to meet targets under either the President’s budget or sequestra-
tion levels. To meet reductions of the scale required, we also had to reduce the size
of our military force. As a result, relative to levels expected by the end of this year,
total active duty military personnel will decline by about 6 percent by the end of
the FYDP in 2019; Guard and Reserve personnel will decline by 4 percent; and civil-
ian personnel will decline by 5 percent.

Notably, although military pay and benefits account for about 33 percent of the
budget, our pay and compensation proposals account for only 10 percent of the
planned cuts. The remaining 90 percent of the cuts come from readiness, moderniza-
tion, and force structure—making the need for a balanced application of cuts across
accounts, wherever possible, even more urgent.

CONCLUSION

As a global leader, the United States requires a robust national defense strategy
and a military that can implement that strategy effectively and sustainably. We face
increasing risk if we do not adapt to provide more responsible stewardship of our
Nation’s resources and security interests. This can only be achieved by strategic bal-
ance across the Joint Force enabled, in part, by the compensation package the DOD
is presenting to Congress. It will require Congress’ partnership with DOD in making
these and other difficult choices.

The opportunity is ours in the months ahead to carry the hard-earned lessons
from our Nation’s wars into the context of today, to set the conditions to prepare
the Joint Force to address the challenges of tomorrow, and to sustain and support
our dedicated men and women in uniform and their families. We look forward to
seizing this opportunity together.

Chairman LEVIN. Thank you very much, General.
Admiral?

STATEMENT OF ADM JAMES A. WINNEFELD, USN, VICE
CHAIRMAN OF THE JOINT CHIEFS OF STAFF

Admiral WINNEFELD. Chairman Levin, Ranking Member Inhofe,
distinguished members of the committee, thank you also for the op-
portunity to appear today.
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I would like to add some additional context to Chairman
Dempsey’s introduction.

I think it is important to recall that in the 1990s, military com-
pensation had fallen to a deeply unsatisfactory level relative to the
rest of the working population in America. With the help of Con-
gress, we took action to close that gap which involved raising the
trajectory of our compensation well above inflation. Those increases
worked.

In 2001, U.S. median annual household income equated to the di-
rect pay of an average E—7. Today it is roughly equal to the direct
pay of the average E-5 and trending towards the average E-4 who
now surpasses the U.S. median annual household income about 8
to 10 years earlier in his or her career than before and also re-
ceives health care, family services, leave, educational benefits that
well surpass the civilian sector, along with the potential for a gen-
erous retirement. In the process, this E-5 has moved from being
in the 50th percentile of civilians with comparable education and
experience in 2000 to being around the 90th percentile today.

I do not think any of us at this table would say our people are
overpaid, and we would love to be able to maintain that level of
compensation. But if our joint force is to be sized, modernized, and
kept ready to fight, we are going to have to place compensation on
a more sustainable trajectory. We do not want to return to the
1990s. We are only asking for gradual adjustments to ensure we
can recruit and retain the best our Nation has to offer while doing
everything else that is required to fulfill our obligation to protect
the United States within the means we are given.

These changes would only account for about 10 percent of our
planned cuts within an area that accounts for fully one-third of our
budget. The other 90 percent of our cuts are going to come out of
the other two-thirds of our budget that buys things.

We have carefully thought through every one of these rec-
ommendations over the course of many meetings. Even though they
are fair and they are gradual, there is still some disinformation out
there. For example, some say we are cutting pay. That is not true,
as Chairman Dempsey said. We quickly eliminated any proposal
that would do that.

Others say we are trying to renege on promised health care bene-
fits. Again, not true. We are actually trying to simplify a bewil-
dering system while incentivizing our people to help us contain
costs. We will continue to provide the same high quality health
care to our troops and our retirees, and it will continue to be free
to those on Active Duty.

Still others say a 1 percent pay raise is not fair when the Em-
ployment Cost Index (ECI) is going up at about 1.8 percent. But
I would point out that our DOD civilians have just been through
3 years of no pay increase, and they just received 1 percent this
year.

Finally, some are also suggesting that we want to close all State-
side commissaries. We have never considered that in any meeting
that I have ever attended. In fact, we believe our commissaries are
an important part of the benefits we offer our families. But we
want those stores to have to work as hard as our unsubsidized ex-
changes in providing a good deal for our people. We think the De-
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fense Exchange Commissary Agency (DECA) can find at least the
first year’s savings through efficiencies, not price increases, espe-
cially since we exempted them from the 20 percent staff cuts that
everyone else is taking.

Congress should also repeal legislation apparently lobbied for by
the food industry that prohibits the sale of generics at our com-
missaries which takes money right out of our people’s pockets. It
really does. I recently bought a generic bottle of ibuprofen at a post
exchange, which is not prohibited from carrying generics, at a 73
percent savings over the brand name that the commissary is re-
quired to carry right next door. Efficiencies in generics could easily
offset the savings we are asking for in 2015 from our commissaries,
savings that will enhance the combat readiness of our warriors
that they count on us to provide.

Now, we were not confirmed for these positions by the Senate to
only make the easy choices. We have to make the hard ones too,
choices that have only gotten harder with recent budget cuts. We
need your support. My Service colleagues will now describe what
will happen if we do not receive that support and we have to ask
our young men and women to fight with $31 billion worth of a
smaller, less modern, less ready force.

Thank you again for the opportunity to speak today, and I look
forward to hearing your views and your questions. Thank you.

Chairman LEVIN. Admiral, thank you so much.

General Odierno?

STATEMENT OF GEN RAYMOND T. ODIERNO, USA, CHIEF OF
STAFF OF THE ARMY

General ODIERNO. Thank you, Chairman Levin, Ranking Member
Inhofe, all the other committee members. It is always a pleasure
to be here to discuss these important issues.

I have had the privilege to lead our men and women of all Serv-
ices in both peace and war. I have witnessed firsthand their self-
less service, dedication, and sacrifice. The All-Volunteer Army has
performed phenomenally during the longest conflicts in our Na-
tion’s history. But it is imperative we discuss and understand the
appropriate level of compensation not only to recognize the sacrifice
of our soldiers and their families, but to ensure we sustain the pre-
mier All-Volunteer Force.

Pay and compensation benefits must remain competitive in order
for us to recruit and retain the very best for our Army and the joint
force. However, pay and compensation must be balanced, along
with end strength, readiness, and modernization of our force. Thus,
it is necessary that we take a comprehensive look at every aspect
of our budget.

I fully endorse these DOD proposals that do not directly cut our
soldiers’ pay but slows the rate of growth from any allowances that
are simply unsustainable.

Additionally, it is essential that we gain more efficiencies in our
commissaries and our health care, specifically TRICARE. I believe
the proposals recognize the incredible service and sacrifice of our
soldiers and their families by allowing us to better balance future
investments in readiness, modernization, and compensation. These
are difficult but necessary decisions.
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Taking care of soldiers is not just about providing them competi-
tive pay and compensation benefits. It is also about having the
right capacity in order to sustain a reasonable personnel tempo, in-
vest in the most modern equipment, and maintain the highest lev-
els of training readiness.

If the Army does not get the $12 billion in compensation savings
over the Program Objective Memorandum (POM), we will have to
look at a further reduction in end strength, lower our overall readi-
ness posture, and slow even further our current modernization pro-
grams. It is my opinion that if Congress does not approve our com-
pensation recommendations, then you must end sequestration now
and increase our top line.

We must keep in mind that it is not a matter of if but when we
will deploy our joint force to defend this great Nation. We have
done it in every decade since World War II. It is incumbent on all
of us to ensure our soldiers are highly trained, equipped, and orga-
nized. We must balance our resources effectively to do that. If we
do not, our soldiers will bear the heavy burden of our miscalcula-
tions on the battlefield.

I am proud to wear this uniform and represent all the soldiers
of the U.S. Army. Their sacrifices have been unprecedented over
the last 13 years. We must ensure we provide them with necessary
resources for their success in the future.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you very much, General Odierno.

Admiral Greenert?

STATEMENT OF ADM JONATHAN W. GREENERT, USN, CHIEF
OF NAVAL OPERATIONS

Admiral GREENERT. Thanks, Chairman Levin, and many thanks
to you and Barbara for your service through the years. We appre-
ciate it.

Senator Inhofe and distinguished members of the committee, I
am proud to represent 633,000 sailors, Navy civilians, and their
families and especially the 50,000 sailors deployed around the
globe today, along with their fellow marines. Their dedication and
resilience continue to inspire me, and our citizens can take great
pride in the daily contributions of their sons and daughters in
places that really matter.

When I appeared before you in March, I testified that we were
compelled to make some difficult choices in our President’s fiscal
year 2015 budget submission. 90 percent of the reductions in our
President’s fiscal year 2015 submission focused on procurement,
force structure, and modernization, as well as overhead reduction,
contract efficiencies, and buying smarter. The area of last choice
that we addressed in the budget was cost growth of our pay and
compensation.

Now, for over a year, as the chairman mentioned, the Master
Chief Petty Officer of the Navy, who is with me today, and I trav-
eled around the fleet and bases, and we listened to our sailors and
families, especially those who would be most affected by these pro-
posed changes, both the increases and the decreases. The vast ma-
jority of our sailors and families told us that they believe their total
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compensation package matches well with, and in some cases ex-
ceeds, their civilian counterparts.

But let me be clear. I do not believe our sailors are overpaid, nor
do they believe that. Our sailors and families are not enthusiastic
about a compensation reform, but they were clear to us that their
quality of service, their work environment needs to improve. They
understand that in this fiscal situation we face hard choices. We
cannot have it all. The reality within this given budget, the one
that we have been given, is we cannot sustain our current per-
sonnel costs trajectory, and we need to address this problem sooner
than later.

Today, our total force personnel costs consume about 40 percent
of our given budget, and that is up from 32 percent in 2000. That
share continues to rise. In fact, since 2001, we reduced Navy’s end
strength 60,000 sailors, but the growth in personnel costs alone
consumed 60 percent of those savings. In other words, although the
Navy manpower has shrunk significantly, at the same time we re-
duced 25 ships in our inventory, our personnel costs have spiked.
That has been a burden in our ability to balance our investments.

DOD’s compensation reform proposals would generate savings to
the Navy of $123 million in 2015 and $3.1 billion over the FYDP.
We would intend to reinvest any and all of these savings into these
sailor quality-of-service enhancements and that includes increasing
sea pay and critical skills incentive pay to assure retention, im-
proving 30 barracks, training buildings, morale welfare and recre-
ation and fitness centers, constructing barracks, fitness centers,
and trainers, providing schools and travel for about 7,500 sailors,
purchasing tactical trainers and simulators, purchasing spare
parts, improved tools, and providing more maintenance opportuni-
ties. All of these reinvestments would address the disatisfiers that
I mentioned, our sailors’ quality of their service. They are designed
to help sailors get their jobs done effectively and safely while ad-
dressing our critical man, train, and equip challenges.

If Congress denies authority for all the compensation savings,
however, Navy would be forced to back out of these $3 billion sailor
quality-of-life improvements, and we would also face an additional
$4 billion cost resulting from pay raises reverting to the ECI. That
would compel us to reduce readiness, shipbuilding, and aircraft
procurement even further. We cannot afford the equivalent of an-
other $7 billion bill. Our Navy would be less ready, less modern,
and less able to execute the missions outlined in our Defense Stra-
tegic Guidance (DSG) and the Quadrennial Defense Review (QDR).

Mr. Chairman, this is a tough decision, but it is also an oppor-
tunity. Not seizing the initiative now means billions of dollars of
additional costs on other programs that we can ill afford. Given our
current situation, I think it is necessary to better balance our sail-
ors’ needs to ensure our Navy remains forward and, more impor-
tantly, ready where it matters when it matters.

I look forward to your questions.

Chairman LEVIN. Admiral, thank you so much.

General Welsh?
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STATEMENT OF GEN. MARK A. WELSH III, USAF,
CHIEF OF STAFF OF THE AIR FORCE

General WELSH. Thank you, Mr. Chairman, Ranking Member
Inhofe, and members of the committee. It is an honor to be here,
especially with the members of this panel.

Mr. Chairman, might I add from all the men and women of our
Air Force thank you for your distinguished service to this country.

Chairman LEVIN. Thank you.

General WELSH. You are a statesman, sir, and you have the re-
spect and admiration of everybody on this panel.

Chairman LEVIN. Thank you.

General WELSH. For the past 23 years, U.S. airmen have main-
tained an extremely high operations tempo deploying routinely
alongside their joint partners to the Middle East, nonstop since Op-
eration Desert Storm ended in 1991, and they performed spectacu-
larly well. I believe they have earned every penny they have made.
You have been remarkably supportive in increasing their pay and
benefits over time.

But today we are in a precarious position. Per capita costs for an
airman have grown over 40 percent since 2000. Last year, our
readiness levels reached an all-time low. As we struggle to recover,
we do not have enough units ready to respond immediately to a
major contingency, and we are not always able to provide fully mis-
sion-ready units to meet our combatant commanders’ routine rota-
tional requirements.

Our modernization forecasts are also bleak. Roughly 20 percent
of our aircraft were built in the 1950s and 1960s. Over half of the
others were built more than 25 years ago. Now, due to sequestra-
tion, we have cut about 50 percent of our currently planned mod-
ernization programs.

We cannot ignore the fact that the law, as currently written, re-
turns us to sequester-level funding in fiscal year 2016.

This has forced us into some very difficult decisions. Pay and
compensation reform is one of those very tough decisions. No one
takes this lightly, but we feel it is necessary to at least try and cre-
ate some savings. If we are not willing to make some tough calls,
our Air Force will be neither ready to fight today nor viable against
the threats of tomorrow.

My most sacred obligation as Chief of Staff of the Air Force to
my airmen is that when we send them to do difficult jobs in dan-
gerous places, that they are prepared to succeed and to return
home safely. Although slowing the rate of pay increases, gradually
reducing Basic Allowance for Housing (BAH) rates relative to the
market, reforming TRICARE, and reducing commissary subsidies
will certainly hurt, what my secretary and I owe the Nation, the
joint team, and our airmen more than anything else are the train-
ing and tools necessary to fight and win and survive.

If the proposed compensation reforms are rejected, the Air Force
will be forced to cut $8.1 billion from readiness, modernization, and
infrastructure accounts over the next 5 years. We will take signifi-
cant cuts to flying hours and weapon system sustainment accounts,
reduce precision munitions buys, and lower funding for training
ranges, digging our readiness hole even deeper. We will likely have
to cancel or delay several critical recapitalization programs. Among
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those probably impacted would be the combat rescue helicopter and
the T-X trainer. Abandoning the T-X program would mean that fu-
ture pilots will then continue to train in the 50-year-old T-38. We
will also be forced to cut spending on infrastructure beyond the $5
billion we have already recommended to cut over this FYDP.

Of course, these cuts would be on top of the difficult rec-
ommendations we have already made, some of which the Chairman
mentioned this morning, lowering our end strength by nearly
17,000 airmen next year, divesting the entire A—10 and U-2 fleets,
anclil1 if sequester-level funding returns, divesting the KC-10 fleet as
well.

None of these options are good ones, but we are simply out of
good options. It is time for courageous leadership. We simply can-
not continue to defer every tough decision in the near term at the
expense of military readiness and capability over time. We need
your help.

Chairman LEVIN. Thank you very much, General.

General Amos?

STATEMENT OF GEN. JAMES F. AMOS, USMC,
COMMANDANT OF THE MARINE CORPS

General AMOS. Chairman Levin, Ranking Member Inhofe, and
members of the committee, the current period of fiscal austerity
has exacerbated an imbalance across the Marine Corps’ budget. I
nor my fellow Service Chiefs and, more importantly, the men and
women who wear our Service’s cloth, those who have served our
Nation so faithfully did not set the conditions for the fiscal calam-
ity that we find ourselves in.

As Service Chiefs, we are obliged to live within the budget and
the laws passed by Congress. Senators, none of us like where we
find ourselves today. We have spent a greater part of a year re-
structuring each of our Services under the cold reality of a fully se-
questered budget. While the Bipartisan Budget Act (BBA) provided
much needed relief in 2014 and 2015, I am advised by many of
your colleagues in Congress to expect to return to full sequestration
in 2016 and beyond.

We have made difficult choices—all of us have—as we have at-
tempted to build a balanced and combat-ready force. We have re-
structured and downsized our Services to live within our means.
We have done all of this knowing full well that the world that we
live in is a dangerous one, an international landscape that is sim-
ply getting more challenging as each day goes by. I see no indica-
tion there will be a peace dividend once we complete the mission
in Afghanistan later this year. Mr. Chairman, we will not do less
with less in the decade to come. We will do the same with less.

From a personnel perspective, our men and women have been
compensated appropriately for their many sacrifices over the past
decade of war. I make no apologies for that. They have deserved
every penny that Congress has afforded them. They have faithfully
fought our Nation’s battles, all while successfully keeping the en-
emies of America far from our shores.

Because of my loyalty to them, there is much about today’s dis-
cussion on compensation reform proposals that frankly I do not
like, but I am stuck with them. I am stuck with them because I
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have raided every other pot of money available to me to pay for a
ready Marine Corps. As a Service Chief, I am first and foremost
responsible for the defense of our Nation. That task comes before
all others. It is the sole reason why America has a Marine Corps.

To accomplish this, the Marine Corps must maintain a high state
of readiness. That is accomplished by having combat units that are
highly skilled and highly trained. It is done by having the right
equipment in the hands of warriors who may be headed into
harm’s way. The most important way that we can keep faith with
our men and our women is to send them into combat with the best
possible training and the freshest of equipment and to take care of
them then when they come home.

My challenge lies in balancing readiness, manpower, and mod-
ernization, all under the umbrella of sequestration. Our goal of con-
sistently fielding a highly trained and combat-ready crisis response
force for America is pressurized by a military personnel account
that has grown to 63 cents of every appropriated dollar. Balanced
against readiness requirements and an anemic military construc-
tion account, the Marine Corps’ modernization and investment ac-
counts comprise a mere 8 percent. 8 cents on the dollar. This is the
lowest it has been in well over a decade.

At the end of the day, I am ultimately responsible for taking care
of the marines, the sailors, and our families. This includes ensuring
our people are well compensated for their service while also af-
forded the best training and equipment available to fight and win
our Nation’s battles. For marines, their quality of service is as im-
portant as their quality of life. They understand that they must be
prepared for uncertainty, and they must be prepared for their next
mission.

Thank you for the opportunity to represent your Marine Corps
and its men and women. I thank the committee for your continued
support and I stand prepared to answer your questions.

Chairman LEVIN. Thank you so much, General Amos.

General Grass?

STATEMENT OF GEN FRANK J. GRASS, ARNG,
CHIEF OF THE NATIONAL GUARD BUREAU

General GRASS. Chairman Levin, Ranking Member Inhofe, dis-
tinguished members of the committee, it is an honor for me and
Chief Brush, my senior enlisted advisor, to be here today rep-
resenting the men and women of the National Guard.

The men and women of the Guard serve with distinction as a pri-
mary combat Reserve of the Army and Air Force. We are also the
first military responders on site in times of domestic crisis.

I echo the concerns of the Chairman and my colleagues regarding
the critical need to achieve fiscal balance across the joint force. Fu-
ture fiscal challenges will dramatically constrain decision-making
about the size, shape, and rolls of our military. This certainly will
be the case when the Budget Control Act (BCA) funding levels re-
turn in fiscal year 2016. Therefore, it is important that we act now.

Despite the Guard accounting for only 8.4 percent of the defense
compensation and benefit budget, these proposals will significantly
impact operational Guard. The Guard we have today is equipped,
trained, and tested over the past 12 years of combat. Modest in-
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vestment keeps your Army and Air National Guard ready. But if
we do not act now to rebalance military compensation, we risk fu-
}ure training, readiness, and modernization cuts across the joint
orce.

Our success is unquestionably due to our most important re-
source, our people. Every servicemember—Active Duty, Guard, and
Reserve—deserves the best we can provide within a fiscally sound
solution. I believe the proposal before you provides the level of com-
pensation and is consistent with a ready and modern force.

Mr. Chairman, Senators, the National Guard has been and will
remain always ready, always there.

Thank you and I look forward to your questions.

Chairman LEVIN. Thank you so much, General.

I think we have a good turnout here. We also have a vote at 11
a.m. One vote, I believe. Let us start with a 6-minute first round.

A number of you have mentioned the impacts of these budget
caps and the impacts of sequestration. These are legislatively re-
quired, but we need to do something about them. I can assure you
and members that we will have an opportunity to do something
about the looming sequestration for the next fiscal year. I hope we
take that opportunity. In the meantime, as you all put very well
and very clearly, we have to live with the current year’s budget
caps, and that is what you are trying to help us do with your rec-
ommendations.

By the way, I believe, Admiral, you mentioned something about
generics in our commissaries. We are going to check that one out.
We do not think that the law requires it. We think that the com-
missaries have to be competitive, and so we are going to try to find
the origin of that additional cost to our men and women in uni-
form.

We have a budget in front of us which must meet the caps in
law. We have no choice. Again, if we do not adopt these particular
reforms or some of them, we are going to have to make up for it
with reductions somewhere else, and the somewhere else has taken
a bit hit already, as you have pointed out, our readiness, our mod-
ernization. We have the responsibility of being law-abiding and we
have the responsibility to the security of this country. We are going
to do the very best that we can to accomplish both goals.

Chairman Dempsey, you have mentioned what the impact would
be if we delayed these kind of changes. Can you be a little more
specific? You said it would be a 2-year delay, for instance, if we
waited for the final report of the MCRMC. Why would that be a
2-year impact? Be a little more detailed as to why you believe, as
you have testified, that you have sufficient information now to
make these recommendations even though when it comes to the re-
tirement issues, you believe that we can delay any changes in that
until the MCRMC reports.

General DEMPSEY. We believe it will be a 2-year delay because
the commission will not report out until February 2015, and that
is inside of our decision cycle for the submission of the budget.
Waiting until February seems to us to make it clear we would actu-
ally have to move along with 2 years at our current state and pre-
vent us from making the changes that we know we need to make
right now.
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Chairman LEVIN. In terms of your preparation and recommenda-
tion, it would be a 2-year delay, but from the congressional per-
spective, we would have time in the next fiscal year, if we get those
recommendations in February, to take those recommendations into
account. Is that correct?

General DEMPSEY. It seems to me that is correct. I know less
about your process than I do about our own, and preparing the
budget to justification book level of detail is a pretty remarkable
enterprise every year. By the way, for the past few years, we have
had to prepare budgets against alternative futures. I would be sur-
prised if you could act that quickly on a recommendation that came
to you in February.

But more importantly, to the second part of your question, we
have spent the better part of a year analyzing direct and indirect
compensation with the team that you see here represented here
today and our programmers. We believe that we can articulate
what the impact would be at various grade levels, an E-5, an O—
5, both what it would do to them today and what it would do to
them across the course of a career. We have all the information we
need, and we have actually provided it. We are ready to move on
it because we need that $18 billion.

Chairman LEVIN. You have taken steps, you have assured us, to
consult with others in making these recommendations, including
your senior enlisted personnel.

General DEMPSEY. We have, sir.

Chairman LEVIN. I would just say this that they are all sitting
here behind you, I believe you have told us, and we again give spe-
cial thanks for their service as well. I would just invite them, any
of them, to personally contact me if in fact they do not agree with
any or all of these cuts. It is very difficult for us to ask them here
today or to put them on the spot generally. But it is important that
we hear from them. I would assure them that I would keep the pri-
vacy of their remarks, and I would assure them to the best of my
ability in guaranteeing that privacy and anonymity, share them
with my colleagues to the best I could. I would welcome any per-
sonally delivered comments from those senior enlisted personnel to
me.

General DEMPSEY. Sir, if I could. They did testify before the Sub-
committee on Personnel. I will also attest to the fact that there is
not a bashful one among them, and you do not have to ask for their
views. They will provide them and they are free to do so.

Chairman LEVIN. We welcome that and I am sure our Sub-
committee on Personnel would also welcome any privately deliv-
ered comments that might differ from their testimony or from your
testimony. Thank you very much.

Senator Inhofe.

Senator INHOFE. Thank you, Mr. Chairman.

. Not a bashful one among them. Let us see how bashful they are
ere.

First of all, a lot of us have seen this coming, and I know we do
not talk about it very much, but when we see money that otherwise
should have gone into our military, into our defense, we see the
construction of the biofuel refineries, $160 million. We see the
Navy purchased the green fuel at $26 a gallon, which could be pur-
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chased on the market for $3 a gallon. The climate change initia-
tives have gone up now $120 billion since President Obama has
been in office. I commented the other day, General Welsh, that for
the $120 billion we could buy 1,400 new F-35s. Food stamps, $42
billion additional every year.

I would like to ask you in this climate—and I am going to submit
for the record, because there is not time to read them all, all of the
quotes from everyone, up to and including Secretary Hagel, about
the dilemma that we are in and the fiscal situation that we are in
right now.

[The information referred to follows:]

QUOTES ON MILITARY READINESS AND ABILITY TO EXECUTE STRATEGIC DEFENSE
GUIDANCE

Secretary Hagel said 2 weeks ago, “American dominance on the seas, in the skies,
and in space can no longer be taken for granted.”

I believe that under sequestration, we will have to assume so much risk that it
is immoral.

e General Dempsey agreed when he told the Senate Armed Services Com-
mittee, we are putting our military on a path where the “force is so de-
graded and so unready” that it would be “immoral to use the force.”

e Admiral Winnefeld in January 2013, stated that “there could be for the
first time in my career instances where we may be asked to respond to a
crisis and we will have to say that we cannot.”

o General Amos agrees with me on increased risk, “We will have fewer
forces arriving less-trained, arriving later to the fight ... This is a formula
for more American casualties.”

e The Department of Defense’s Chief of Technology, Under Secretary Frank
Kendall, said on 3 January: “We’re cutting our budget substantially while
some of the people we worry about are going in the opposite direction.
We've had 20 years since the end of the cold war [and sort] of a presump-
tion in the United States that we are technologically superior militarily. I
don’t think that that’s a safe assumption.”

Each of the Service Chiefs agree. Here’s what they said about the ability to exe-
cute the current Strategic Defense Guidance:

e Army Chief of Staff General Odiemo said that under sequestration: “Such
reductions will not allow us to execute the 2012 Defense Strategic Guid-
ance, and will make it very difficult to conduct even one sustained major
combat operation.”

e Chief of Naval Operations Admiral Greenert said “[Sequestration] will
preclude our ability to execute the 2012 Defense Strategic Guidance both
in the near term and the long term. ”

e Marine Corps Commandant General Amos said: “To meet the require-
ments of the Defense Strategic Guidance, we need a Marine Corps of
186,800 ... ” but a force of 174,000 marines quite simply is the largest force
that we can afford [under sequestration] ...”

General Dempsey on Quadrennial Defense Review and Budget: “The smaller and
less capable military outlined in the QDR makes meeting these obligations more dif-
ficult,” Dempsey said. “Most of our platforms and equipment will be older, and our
advantages in some domains will have eroded. Our loss of depth across the force
could reduce our ability to intimidate opponents from escalating conflicts.” He
added, “Moreover, many of our most capable allies will lose key capabilities. The sit-
uation will be exacerbated given our current readiness concerns, which will worsen
over the next 3 or 4 years.”

Under Secretary Jessica Wright Statements on Readiness:

e “The Secretary of Defense has been very clear that sequestration funding
limits imposed by the BCA of 2011 will yield a force that is too small, and
not ready enough to meet the Nation’s security objectives.”

o “The budget does not provide adequate funding for modernization, in-
creased training, and facility sustainment needed to resolve the Depart-
ment’s readiness challenges.”
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Senator INHOFE. Could each one of you briefly describe some-
thing in concrete terms that this fiscal climate means in terms of
what your Service will not be able to do to adequately train men
or women, to deploy them, and bring them safely home? I would
like to have some specifics. If you cannot do it now, I would like
to get that for the record. Would any of you, General Odierno, have
any specific thing that you would want to do that you are going to
have to sacrifice doing in terms of training?

General ODIERNO. Senator, thank you.

Beginning first in 2015, we have to reduce home station training.
It all affects the collective level of training, which is the most im-
portant for our forces, and it is the ability to synchronize and inte-
grate air, ground, and the many different types of maneuver that
we have to do in case we have to respond, whether it be in Korea,
whether it be in the Middle East, whether it be in Europe. We have
had to cut back on this training. What that means is we have less
capability and lower readiness levels than we would like to have
in case we are asked to deploy.

This will continue to exacerbate itself in 2016 and 2017 and 2018
until we get our end strength down to a level that would enable
us to balance, and that will not happen until about fiscal year
2020.

If we do not get these, we now add another $12 billion bill that
I have to find. That means we might even have to take more end
strength out. I have already testified to the fact that I do not be-
lieve we have enough end strength now if we go to sequestration
in order to meet our national security needs. This will further exac-
erbate this problem.

Senator INHOFE. General Welsh, can you think of anything spe-
cific in terms of grounding of units?

General WELSH. Senator, last year was a pretty good example of
what sequester-level funding will do to our Air Force. We grounded
about a third of our combat squadrons. We cancelled Red Flag ex-
ercises, both U.S. Red Flags and coalition Red Flags, which is the
full spectrum, high end part of training for the United States Air
Force. It is what separates us from other air forces. It is where we
integrate with the other Services and with ground forces and with
our allies. We cut weapon school classes where we develop our
Ph.D. warfighters. All the things that take us from doing low inten-
sity work to being able to fight a full spectrum fight were affected
dramatically.

Senator INHOFE. Yes. I think we saw after the grounding of the
squadrons that the cost of getting them back to a state of readi-
ness, as well as the equipment that was grounded with them, ex-
ceeds the amount that would have been saved at that time. Is that
accurate?

General WELSH. Senator, that is accurate.

Senator INHOFE. Anybody else? Yes, sir.

Admiral GREENERT. Senator, you were down in Norfolk. You
talked to our people, and they said these long deployments are kill-
ing us.

Senator INHOFE. Yes.

Admiral GREENERT. The problem is if somebody is deployed and
we need another carrier to deploy due to a contingency in Syria or
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the issues in Europe, those that are out there now have to stand
that watch because we do not have the response force for a contin-
gency that we would normally have. The folks are not trained up
to do that. It takes longer to train them up to deploy. We are de-
ploying just on time. We need a better contingency force to deal
with the contingencies today.

Senator INHOFE. Okay, I appreciate that.

General Amos, anything specific that comes to your mind that
you cannot do now in terms of properly preparing these kids?

General AMOS. Senator, we have made decisions to move money
into training and readiness of our units. Those units are at a fairly
high state of readiness and will be so for the next 2 years. To do
that, though, we pulled money out of all our other accounts, to in-
clude procurement. That is where we are feeling the pinch right
now. We have $983 million total to reset the Marine Corps and
modernize the Marine Corps for this year. That is less than 4 per-
cent of our entire budget. We are feeling it in the modernization,
Senator, because we have paid the bill for readiness and training
out of that account.

Senator INHOFE. Yes, and I bring this up because I know this is
a hearing on compensation, but if you change that, that does not
happen in a vacuum and it cannot be at the expense of our training
and, as you say, our modernization.

My time is about expired, but in terms of our combat readiness
codes, C-1, C-2, C-3, and C—4, because we have already experi-
enced some losses in terms of our readiness capability, how are we
doing now on those that we were deploying, General Odierno? They
should be C-1 when they are deployed. Is that correct?

General ODIERNO. That is correct.

We made progress in 2014 because of the BBA. We are beginning
to increase the readiness of our brigade combat teams, and we have
added about four to five more brigade combat teams.

Senator INHOFE. Are they all either C-1 or C-2?

General ODIERNO. They are C—1 or C-2. The problem is in 2015
and 2016, that goes down again because of the sequestration. If we
lose what we have asked for in the compensation savings, that will
bring the readiness down further. So it will impact readiness in the
out-years significantly.

Senator INHOFE. Readiness, risk, lives. Right?

General ODIERNO. That is right.

Senator INHOFE. Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator Inhofe.

Senator Reed.

Senator REED. Thank you very much, Mr. Chairman.

Thank you, gentlemen.

General Odierno, you are, I think for the first time in decades,
actually involuntarily separating personnel this year, and that will
continue if some of these savings are not realized. Is that a fair
judgment?

General ODIERNO. That is correct, Senator. We are involuntarily
separating captains, majors, lieutenant colonels, colonels, and also
non-commissioned officers. It is also the first year that people who
are eligible to re-enlist will not be able to re-enlist because of the
reduction in the size of the Army.
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Senator REED. There are a lot of issues at play here, but we are
already seeing the effects of these constrained budgets in terms of
the opportunities for people who are competent, capable in their
ability to serve until at least retirement and to retire.

General ODIERNO. That is correct, Senator.

Senator REED. Some of these savings, if they are realized, will
help alleviate that pressure. It will not end it, but it will help al-
leviate that pressure.

General ODIERNO. It will not end it, but it will help alleviate it.
If we do not get it, it will increase.

Senator REED. Accelerate.

General ODIERNO. Right.

Senator REED. Admiral Greenert, we talked about the savings.
Let us assume for the moment you get some savings. How would
you apply them this year? In what specific programs could we see
with general savings applications?

Admiral GREENERT. Getting those savings the first year, it would
be career sea pay and it would be special pays and allowances, in-
centive pays. It would be increases to our base operations. Our
ports shut down. They run 9 a.m. to 5 p.m. We want to keep them
open so when ships complete training, they can come home Friday
not go anchor out and then come in Saturday during daylight
hours. That is 2015. That is about $123 million right there.

In 2016, it is again starting to repair 30 barracks, buy trainers
and simulators for small arms for our submarine trainers, for our
surface trainers to put money in to get people to training, that is,
travel money and trainers. That is about 7,500 sailors that we just
have backed up. This is the quality of their service, Senator, as I
was saying. This is what they are asking for. Spare parts.

Senator REED. One of the points, I think, in Senator Inhofe’s
question to General Welsh was it is a more efficient use of re-
sources too. Rather than keeping a ship just standing idle off port,
that ship could be brought in, the crews could see their family.

Admiral GREENERT. Yes, sir. Obviously, they will be happier.
They are back home and their families waiting for them rather
than just hanging out overnight waiting for the port to open.

Senator REED. This is a very difficult issue. I do not have to tell
anyone around this table or at the witness table. There is one view
and I think a reasonable view that there is no way you can pay
these men, women, and their families for what they do. There is
no benefit. There is nothing. But at some point, we have to make
very difficult judgments about pay, allowances, et cetera.

But one of the other impressions I have is that training and hav-
ing the best equipment is really key to the morale and to the sense
of service. Ironically, we could be increasing compensation, but
with poor training, and poor equipment, et cetera, the morale and
the satisfaction and the sense of pride of the service would deterio-
rate. Is that unreasonable, General Dempsey?

General DEMPSEY. No. It is absolutely correct, sir. I have said be-
fore and I believe it today as well that today’s readiness problem
is tomorrow’s retention problem. If you came into this military to
be a man or woman of action and go to sea and fly and train and
you are sitting around watching your equipment or just simply
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maintaining it with no possibility of training on it, you are not
going to stick around very long.

Senator REED. My experience is limited, but it was that good
training was one of the key factors in any unit. If you did not have
it, the other was important but not as critical.

Let me ask a question, General Dempsey, about the com-
missaries. Essentially your testimony is that you would like to get
some efficiencies out of the system and that they can generate
these efficiencies. If that is not the case, then they are going to
have to curtail some of their operations. Have you thought about
criteria for curtailment?

General DEMPSEY. We have, sir. I will tell you that commissaries
has been the most difficult issue to wrap our arms around because
it is very difficult to understand the functioning of the commissary
and the effect that a reduction in the subsidy will have until you
make the decision to do it. That is why we are supportive of taking
this first step this year, $200 million. As the senior enlisted, when
they do talk to you, Senator, will tell you, let us see what happens.
Let us see how much efficiency we can wring out of it in order to

ain some savings. But left unaddressed, we will be providing a
%1.4 billion subsidy in perpetuity, and that just does not seem to
be a reasonable course of action.

Senator REED. So your first step—and the number is about $200
million—would be to essentially charge the system with coming up
with efficiencies either through operation, techniques, different
purchasing approaches, different managerial approaches that
would save the money. There is no thought in this first year of clos-
ing any commissary. Is that fair?

General DEMPSEY. Yes. Let me ask the Vice Chief to comment,
sir, because he has actually done most of the heavy lifting on this.

Admiral WINNEFELD. I will be very quick. We have not directed
any commissaries to close. That is not part of the plan. What would
happen, as you correctly point out, look for efficiencies first. What-
ever they cannot wring out of efficiencies would be a price increase.
You might go from the 30 percent claimed advantage right now—
if all $200 million in the first year came out, it looks like that
would go to 26 percent. We think we can do better than that. Then
you look at the competitiveness of the commissary in the market
in which it exists, and most of them, I think, at 26 percent savings
will remain very competitive. If not, then there are probably situa-
tions where you might close one or two, but that is not what we
have specified. It is, I think, a lot gentler than it looks.

Senator REED. Thank you very much.

Thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator Reed.

Senator McCain.

Senator MCCAIN. Thank you, Mr. Chairman.

I thank the witnesses.

General Amos, with all of these proposals that we are examining
today, it seems to me from previous testimony that the biggest
problem really is sequestration. Would you agree?

General AMOS. Yes, sir, I would.

Senator MCCAIN. By far?

General AMoOS. By far.
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Senator MCCAIN. General Odierno?

General ODIERNO. I agree, Senator.

Senator McCCAIN. Unless Congress and the President act to-
gether, all of these savings will pale in comparison to the challenge
you will face as a resumption of sequestration. Would you agree?

General ODIERNO. I think we have said before that under seques-
tration, we cannot meet the DSG. We have many concerns. It also
affects compensation and other things we want to accomplish with-
in our budget.

Senator MCCAIN. By the way, on commissaries, I have a thought.
Why not have people compete to provide those services? Why not
just open it up for competition? No subsidy. Just see who wants to
provide the best services. That might be a thought you might con-
sider.

General Welsh, should we be purchasing rockets for our Evolved
Expendable Launch Vehicle (EELV) program from Russia, includ-
ing the fact that the person in charge of that aspect of Russia’s de-
fense has been sanctioned by the United States of America and a
Federal judge has ruled that that is a process that should not be
pursued?

General WELSH. Senator, we already have purchased some of
those rockets. We have a backlog. We certainly are not purchasing
them currently as we work through

Senator MCCAIN. You have a backlog?

General WELSH. Sir, I am sorry. We have an inventory that will
cover the next 2 years of planned launches, if we are allowed to use
them.

Senator MCCAIN. Do you think you should continue to purchase
them?

General WELSH. Sir, it is clear that right now we may not con-
tinue to purchase

Senator MCCAIN. I am asking your opinion whether you think we
should continue to purchase them.

General WELSH. Sir, I think the best answer for the United
States of America is to have the option of an organic booster.

Senator McCAIN. Thank you.

General Grass, do you believe that the movement of Apaches out
of the Guard is a wise move?

General GRASS. Senator, the adjutants general submitted a pro-
posal to me that I have submitted to the Army about that. We ac-
tually agree with two-thirds of the move of the trainer and also
moving the Kiowa Warriors, and we submitted a proposal to keep
a strategic depth of Apaches in the Guard.

Senator MCCAIN. It is your view that the Apaches should remain
in the Guard.

General GRASS. A certain amount, sir.

Senator MCCAIN. General Odierno, you mentioned a couple times
in previous testimony you thought that the A-10 was by far the
most superior close air support (CAS) weapon that we have.

General ODIERNO. Senator, what I said is our soldiers have the
most confidence in the A-10. They are used to working with it. I
also said that the Air Force is providing CAS with other platforms,
which has also been successful.
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Senator McCAIN. Does it give you comfort to know that the B—
1 is one of the replacement ideas that the Air Force has put for-
ward presently in Afghanistan? That would mean a 6-hour flight
from its base in a different country as opposed to a minimum of
1 hour, and those weapons are delivered from very high altitude.

General ODIERNO. Senator, first off, I have confidence that the
Air Force understands the immediacy of the necessity of CAS. I be-
lieve the systems they have in place will provide us that imme-
diacy.

Again, as we use different platforms, we will work through with
the Air Force how we use those and how they are best effective in
supporting our ground forces as we move forward.

Senator MCCAIN. I find it curious that you come over here with
all the necessity for cost savings and the A-10 cost per flying is
$17,000 per flying hour and the B-1, $54,000 per flying hour. As
I said before, General Welsh, I challenge you to find an Army or
Marine Corps commander who has functioned in the field and
needed CAS that would feel comfortable with the B-1 replacing the
A-10. T will look forward to you providing me with those individ-
uals. The fact is that the B-1 is much more expensive. It flies at
high altitude and it attacks static targets. That does not fulfill the
mission of CAS as I know it. I would be glad to hear your response.

General WELSH. Senator, the B-1 also provides about 5 hours
times on station, and up to 32 joint direct attack munitions.

Senator MCCAIN. At $54,000 per flying hour.

General WELSH. Yes, sir, and in some scenarios where the
ground forces are not in direct contact with the enemy, it is an ex-
ceptionally good CAS platform. I would be happy to provide people
who will tell you that.

It is also not the planned replacement for the A-10, sir. The pri-
mary airplane doing CAS to take the place of the A-10 will be the
F-16. It has already done more CAS in Afghanistan than the A-
10 has, and it will work with other aircraft, if the scenario allows
it, to provide the best possible CAS for our troops on the ground.
We are absolutely committed to it. We have been and we will re-
main so.

Senator MCCAIN. Well, you tried to get rid of it before, General,
and did not succeed. We will try to see that you do not succeed
again.

Finally, Mr. Chairman, my time has expired. But I gave a speech
again yesterday on the floor of the Senate. We have now spent 57
percent of the $300 billion that was spent in fiscal year 2013 on
non-competitive contracts, 80 programs, according to the Govern-
ment Accountability Office, with $500 billion in cost overruns. The
EELV. The Air Force Expeditionary Combat Support System over
$1 billion which as of now has no result. The Expeditionary Fight-
ing Vehicle, $3 billion. Former Marine One helicopter, $3.2 billion.
The acquisition system in DOD is broken. It still has not been
fixed, and when we have as much as a $3 billion cost overrun for
a single aircraft carrier, the American taxpayers will not sustain
it.

I thank you, Mr. Chairman.

Chairman LEVIN. Thank you, Senator McCain.

Senator Blumenthal.
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Senator BLUMENTHAL. Thank you, Mr. Chairman.

Thank you all for your service, your extraordinary dedication and
contribution to our Nation. I join Chairman Levin in saying to you
and the men and women who serve under you that we owe you a
tremendous debt of gratitude both in peace and war.

General Dempsey, I had not intended to ask this question, but
I am encouraged to do so by one of Senator McCain’s questions. On
the purchase of Russian helicopters for the Afghan military, what
would it take to convince you that we should stop those purchases
today since the money that we are spending on them goes to
Rosoboronexport, the Russian arms agency that, in turn, is fueling
and financing Assad in Syria and also now the troops that are on
the border with Ukraine? What would it take to convince you that
we should stop those purchases right away?

General DEMPSEY. An alternative, Senator. I just came back from
Afghanistan on Saturday, and the Afghan Security Forces did an
absolutely remarkable job of managing their elections. They peaked
for the big events, but they are not ready to sustain themselves
over the long term. We have to get them a lift capability and an
attack capability, and currently there is no alternative.

Now, we are looking inside DOD to see if we can find an alter-
native supply chain and repair parts. Believe me.

By the way, the other thing that it would take is if a sanction
were to be placed against them, that would b